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FROM: STAT
Legislation Division
Office of Congressional Affairs

MEMORANDUM FOR: Director of Personnel

SUBJECT: Civil Service Retirement System Reform

1. OMB has requested the views of the Agency with respect
to the attached OPM proposal to reform the Civil Service
Retirement System. The proposal would alter the methods to
compute cost of living adjustments so as to reduce the COLAs,
require contribution into the system by the U.S. Post Office
and District of Columbia employees, and eliminate the option to
receive lump sum payments upon retirement for employees under
the o0ld and new retirement systems.

2. I believe it is unlikely that Congress will be ready to

accept these proposals given that they just completed last year
a major overhaul of the retirement system,

3. OMB has requested our views by February 18. I would
very much appreciate obtaining the views of the Office of
Personnel with respect to this proposal by that date.
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Honoradble Ceorge Bush
President of the Senate
Washington, D.C, 20510
Dear Mr. President:
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Honorable Ceorge Bush
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Ve estimate that these prbpo-;d changes would reduce the

budget deficit (1.e., incremse receipt
by the following amounts: *ptes or Teduce outlays)

¥iscal Year 1988 1,51 millton
Fieceal Year 1989 1,702 million
Fiscal Year 1990 1,905 million
Fiscal Year 1991 2,121 millton
Fiscal Year 1992 2

28) ®illion
1988-92 total ¥%.520 ®ill{on

The Office of Management and Budget advises

of this proposal would be in accord with the
President,

that enactment
progran of the

A similar letter s being sent to the Speaker of th; Bouse
of Representatives.

Sincerely,

Constance Horner
Director

Enclosures
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- & BILL

To amend title 3, United States céa.. to reforn the Civil
Service Retirement Systen, and for other purposes.

e it enacted by the Senate ané Rouse of Re
assenbled, That this Act

the United States of America in Conpress
may be cited as the "Civil Service Retirement Refors Act of

1987",
Sec. 2. Chapter 83 of title 5, United States Code, is

axended--
(1) &n section 8340--

(A) in subsection (a)--
(1) ln.p;;agraph (1) by striking out “"gnd" at the
., end thereof;
(11) 4n paragraph (2) by striking out the period
at the end thereof and inserting in lieu thereof

*sand”; and
(14%) dy adding at the end thereof the following

new paragraph:

"(3) the tern ‘percent change 4n the price index',
as used with respect to a year, means the percentage
~derived by--

"(A) reducing--
(1) the price index for the base

quarter of such year, by
"(i1) the price index for the base
quarter of the preceding year in which an

adjustment under this subsection was made;
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" *(B) dividing the difference under
subparagraph (A) by the price index referred
to in subparagraph (A)(14); and
"(c) sultiplying the quotient under
sudbparagraph (B) by 100."; and
(B) by amending sudbsection (b) to read as follows:
*(b) (1) Except as provided tn subsection (c),
effective Decenber 1 of any year in which an

adjustwent under this subsection s to bde sade, a3

il

deternined under paragraph (2), each annuity

ooty i

payadble from the Pund under this chapter having s

coomencing date not later than such December 3
shall be adjusted as follows;

Y ORE

i
i

-+ .
o

"(A) 1f the percent change in the price

index for the year does not exceed 3 percent,

B ."r' .
o Sadl. i d

each anmuity subject to adiustment under this
subsection shall be increased by the lesser
of--

"(1) the percent change in the

price index (rounded to the nearest one-

——p—— - . .
v
.——“L.n—..h..--. ¢

tenth of 1 percent); or

"(11) 2 percent.
“(B) 1f the percent change in the price
index for the year exceedes 3 percent, each

annuity_oubjcct to adjustment under this

— ——
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subsection shall be incressed by the excess
of--
*(4) the percent change 4n the
price index (rounded to the nearest one-
tenth of | percent), over
"(44) 1 percent.
*(2) An adjustment under this subsection
shall be made in a year only 4f the price index
for the base quarter of such year exceeds the
price index for the base quarter of the preceding
year in which an adjustment under this subsection
was sade.”; and
(2) 4in section 8348--
{A) in ouboccthn (h) (1) by §nserting before

‘l
ot

h

-
1)
o d

"guthorizes” the following: ", prior to October 1,
1987 ,"; and

"(B) by adding et the end thereof the following
nev subsection:

“(3) The United States Postal Service and the o
pistrict of Columbia government shall each contribute -
to the Fund 8 sum to be determined by applying to the )
totsl basic pay (as defined in section B331(3) of this =

title) paid to its employees who are covered by the
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‘Civil Service Retiremant System the percentage rate :
that 4s the excess of the total normal cost percentage
rate for the System, &8s most recently deterzined by the
Board of Actuaries of the Civil Service Retirement
Systen, and including the effects of future increases
in pay snd future cost-of-living adjustwents, over the ,
exployee deduction rate specified in section 8334(a) of
this title., If such rate determined by the Board for .
any £iscal year differs from the rate used in the
previous !itédl year, such nev rate may not take effect ‘j
under thto.oubloction until the beginning of the fiscal
year which follows that determination by more than one

year.",

Sec. 3. Chapter 84 of title S, United States Code,
ie anmended--

(1) by repealing eection 8420a;

(2) in section 8424(a) by striking out "Except as
provided in section 84L20a, payment" and inserting in

1i eu thereof "Payment"; and

(3) in the analysis by striking out the iten
relating to section 8420a.

Sec. &4, Public Levw 99-335 {g amendede..

- (1) by repesling sections 204, 408, and 505 and

the amendments wade by such sections; and

(2) by amending section 702-.
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(\) in pur.grcph (3) by striking out
"gections 204 and"” and inserting in 1ieu thereof
"section™;

(B) 4n paragraph (5) by strikimg out
wgections 505 and" and inserting in liev thereof
"gection”.

Sec. 5. (8) Except as provided by subsection (b)
of this section, the amendments made by this Act shall
take effect on the date of enactment of this Act.

(b) Notwithstanding the provisions of section
8348(4) of title 5, United States Code, as added by
section 2(2)(R) of this Act, in the fiscal year
beginning on October 1, 1987, the United EStates Postal
Service and the District of Columbia government shall
esch contribute to the Fund a sum to be deternined by
applying to the total basic pay (as defined in section
8331(3) of title 5, United States Code) paid to its

exployees the exployee deduction rate specified in
section 8334(a) of title 5, United States Code, plus 2
pcrceﬁi. In each succeeding fiscal year, the rate
shall be incressed by an additional 2 percent, or such
lesser amount as {s necessary, until it equals tﬁe rate
deternined annuelly by the Office of Personnel
Management under such section 8348()), after which it
shall be determined {n accordance with such section

e348(3).
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SECTION-BY-SECTION ARALYSIS
| To accompany a draft bdil}
“"To amend title S, United States Code, to refore

;::P g:::}'hwtu l.-uut.nent Bystem, and for other

#:

The first section titles th
Retirement Reform Act of 1987, 111 as the "Civil Serviee

Section 2 contains the various smendment

.title 5, United States Code, designed t.o t:rlcnh;Ptt:: %iv:{

Service ‘Retirement Systex more into line with the nevly- |

created Federal Employees' Retirement Systen and to reduce :

::vatrhr:n:’;d‘togbosi:t:o f:;om ﬂ;c Civil Service Retirement Fund
e ates

Cotumria nited Seat ostal Service and the District of

Paragraph (1) of section 2 amends section 834

hev paragraph (3) to subsection (a) dcgzn?n:y t:\de“:‘u;
percent change In the price {ndex," gand by revising
subsection (b) To provide that cost-of-1iving adjustments
shall be either the lesser of the percent change in the
consuner price Index (CPI) or 2 percent, 4f the change in
the CPl does mot exceed 3 percent, or the percent change in
the CPl minus V1 percent, {f e CPI change exceeds 3
percent. This somputation method {, consistent with that
grov(ded under the Federal Employees' Retirement Systen
sragraph (1) also authorizes an adjustment only in a yu;
n which the CP1 for s base quarter exceeds the CPI for the

|
3::¢‘:;::.1'ter of the prccuding year {n \_'huh an adjustment

Paragraph (2) of section 2 amends ge

requirerzent that the Postal Servlgto“t;a?“fo? ::i::?;
increases in the unfunded liability of the Civil Service
Retirement System. Assesscents under subsection (h) of
section 8348 will be limited to Postal Service pay increases
prior to October 1, 1987. However, aragraph {2 then adds
& nev subsection (j) to section 834& requiring the Postal
Service and the D.C. government each to contribute to the
Fund a sum to be determined by applying to the totel besic
pay. 8s defined in section 8331(3) oz title 5, United States
Code, paid to 4te employees covered by Civil Service
Retirement, the percentage rate that {s the excess of the
total normal cost for the Retirement System, as wost
recently determined by the Board of Actuarfes of the Civil
Service Retirement System, fncluding the effects of future
cost-of-1iving asdjustments snd future increases in pay, over
the employee deduction rate specified in section BY3L(s) o
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title 5, United States Code. 1If the normal

£iscal yeor differs from the previous year's ri?ct 3:: :a:\’:
Tate {s not used §n eonputu% the Postal Service or D.C
governzent payment until the beginning of the firet ﬂucai
year folloving the rate determination by more than a year.

Section 3 smends chipter 84 of title S, Un¢

by repesling section 8420a, relating to'lltegdat'i::t;:r::dgi
annuities under the Federal Enmployses' Retirement Systen
Section 8424(a) and the analynrs for chapter 84 are also
anended to eliminate references to the repealed gection,

Section-4 amends Public Law 99-335 by repeal

204, 408, and 505 and the amendments nt’!e byp thot:‘c‘ o:::::::‘
thus eliminating the provisions relating to slternative
forms of annuities wunder the Civil Service BRetirement
System, the Foreign Service Retirement Syster, and the ClA
Retirement System, respectively. Bection 702 4s also

emended in paragraphs (3) and (5) to el
repesled sections 20L and sos.("'”““ﬂ?te references to

Section 3 provides In subsection (a) that
trovided in sudbsection (b) of that nctzon. cménd:::gtu::

Aztfhc Act shall take effect on the date of enactuent of the

Subsection (b) provides for hasi

contributions tb the Retirement Fung by nt‘hc l}:stalmg::::g
and the D.C. ;wcment bg stating that, notwithstanding the
rovisions of eection 8 48(;) of title 5, United States
ode, as added by section 2(2)(B) of the Act, in fiscal year
1987, each of those entities shall contribute to the Fund a
sun to be determined by applying to the total basic pay, as
defined by section 8331(3) of title 5, United States Code
paid to {ts employees the enployee deduction rate apectﬂeé
in section 8334(a) of title S, United States Code, plus 2
percent. Then, in each succeeding fiscal year the rate
shall be increased by 2 percent, or such lesser amount as is

necessary, until 4t equals th
section 8348(3). q € rate deternined under the new
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STATEMENT OF PURPOSE AND JUSTIFICATION
To accompany a draft dill
*"To amend title S{ United Btates Code, to reform the

Civil Service Retirement Syst
purposes.” ysten, and for other

Lost-of-Living Adjustwents

In June 1986, a new Federal Employees' Retirem
vas created to ecover Federal eynployun Mrcc‘?!t sb%":?’ (:Erm
Jenusry V1, 1984. The nev systen more closely parallels private
sector practice than the older Civil Bervice Rmmm Systen
(CSRS), which retains many of the overly generous features that
were not incorporated into the new system. For exanmple, only 3
percent o©of all private pensions are fully and cutom'atlcn ly
- adjusted for {nflation, and yet benefits under the CSRS continue

:gnb)c. linked to thc. sotal change in the ?onwmr Price Index

In order to provide greater consistency with the

and restore a measure of equity wtthlnytho Federa r:::'\tv:c:“:::
draft bill would revise the method of com uting cost-of-1livin
sdjustments under CSRS to conform with that applied ¢o nosg
individusls covered by FERS. Effective on the date of ensctment
adjustments would be 1limited to either the lesser of the pcrecné
change in the CPI or 2 percent, if the CPI change does not exceed
3 percent, or the percent change in the CPI minus 1 percent, {f
the CPl1 change exceeds 3 percent. The proposed change wauld
reduce outlays by §183 million in the first figcal year and by
nearly 3.7 billion over the first 5 fiscal years. '

Contribution Ratee for Postal Service and D.C. Covernment
e e ——————a gttt ;__-—-""‘...———.-.——

The rtates at which agencies contribute to th
Retirement Fund currently parallel the rates ta:d cb‘y"‘.lmpﬁ;:::f
This s true even for purportedly ﬁnmchlry self-sufficient
entities - such as the Un{ted States Postal Service and the D.C.
government.  Under this proposal, thesc two entities would be
charged the difference between the dynamic normal cost of the
Retirement System (as determined by the Board of Actuaries) and
~ the emfloyee contribution rate, thus ending a substantial, hidden
Federal subsidy to these entities. This change would be' phased
in by adding 2 percent each year to the agency contribution rate
until the correct contribution rate is resched, and {s expected

to generate additionesl income of
first S years. more than §170 millfon in the
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